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Several days ago Hillary Clinton proposed offering a federal tax credit to incentivize the senior 

managers of private companies to share their profits with their workers. Details are sketchy but 

Clinton’s proposal appears to be structured as follows. 

• A 15 percent tax credit whenever a company makes a profit-sharing payment to a middle-income 

worker. A business that pays out profits of $5000 to a worker qualifies for a $750 tax credit. Under 

such a tax credit the net impact on the profits of the company amounts to -$4250 (-$5000 + $750).   

• Profit-sharing payments are capped at 10 percent of a worker’s regular pay.  A worker at a 

participating firm who earns $40,000 would qualify for a payment of up to $4000. 

• Smaller firms would qualify for a larger percentage tax credit. 

• Tax credits for larger firms would be capped to avoid raiding the Treasury. 

• No tax credit for profit-sharing payments to higher-income workers. 

• A participating firm would qualify for tax credits for no more than two years. 

The Clinton proposal is subject to change as her presidential campaign rolls on. Let us for the 

moment, however, take the proposal at face value. Is her proposal profit-sharing? It IS in the sense 

that profits are shared. As we understand it, her proposal is a redistribution scheme that 

encourages senior management to take money from shareholders and give it to workers. It is a 

win/lose scheme. Under her 15 percent tax credit proposal, every dollar paid to workers comes 

from 85 cents taken away from shareholders. The other 15 cents is taken from the Treasury. 

Clinton’s proposal IS NOT profit sharing in the sense that the proposal does not forges a link 

between the profits of the company and the productivity of the company workforce in a win/win 

arrangement that does not obligate the Treasury. That kind of arrangement is known as gain-

sharing and works as follows. Gain-sharing incentivizes the workers of a private company by 



offering to share according to a schedule any gains (added profits) derived from improvements they 

make to the production process that lead to greater efficiencies and lower production costs.  

Gain-sharing works by paying the workers more whenever they produce defect-free units 

using fewer hours of labor inputs than previously. The gains achieved are estimated by 

comparing the number of hours it takes to produce output under the old production 

process to the number of hours it takes to produce the same output under profit-sharing. 

To illustrate, in a company with weekly output of 100 units utilizing 60 full-time workers 

who are paid $15 per hour ($600 per week), a 10 percent reduction in labor hours worked 

to produce 100 units cuts weekly labor costs by $3600 (the gain). With a 50-50 gain-sharing 

formula, each worker receives gain-sharing pay of $30 per week (5 percent of $600) or 

$1560 on an annualized basis. The shareholders get the other 5 percent: $1560 for each of 

the 60 full-time workers.   

By providing gain-sharing pay only for defect-free units the work force soon comes to the 

realization that quality is a necessary part of productivity. 

There is one important condition that helps incentivize workers. Companies that 

implement gain-sharing should protect the workforce from dismissal due to a reduced need 

for labor inputs. Any workers who suspect that improved productivity may lead to their 

dismissal are likely to resist the full implementation of gain-sharing.  

Clinton’s proposal is a win/lose scheme for redistributing earnings from shareholders to 

workers with the Treasury adding a sweetener. There is no incentive for anyone at the 

company to improve productivity or quality. Further, the workers are not engaged actively 

in managing the affairs of the company. They participate as silent partners who passively 

await their share of the profits as their reward for doing nothing more than what they’ve 

been doing all along.   

A gain-sharing plan, on the other hand, incentivizes the workers to increase productivity 

and quality by participating in the hands-on management of the company and splitting the 

gains they have achieved with the shareholders in a win/win arrangement. The Treasury 

does not have to sweeten the deal because the very logic of gain-sharing provides all the 

necessary incentives.     

Clinton’s profit-sharing proposal is not a good idea because it is inferior to gain-sharing, is 

entirely unnecessary, and drains the Treasury for no good reason. What she could do 

instead is visit private companies with gain-sharing plans that reward workers for on-the-

job performance. A much better idea is for Clinton to visit Lincoln Electric in Cleveland 

where in 2013 the average worker received a $33,029 bonus raising total compensation for 

the year to $81,366.  In its very long gain-sharing history Lincoln Electric never has laid off 

a worker. 
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